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Preface 


Canadians have waited a long time for the 
promise of pension reform to be fulfilled. 
During the protracted public debate that 
spanned more than a decade, it became 
increasingly urgent to translate the long 
years of study into positive action to help 
Canadians build greater security for their 
retirement years. 


More than anything else, what was needed 
was both the commitment and the will of 
the Canadian government. 


Since coming to office, the Progressive 
Conservative government has demonstrated 
that commitment and will. It has moved 
decisively to put in place a comprehensive 
program of pension reform that will ensure 
a more responsive, more equitable 
retirement income system for Canada 

and Canadians. 


This publication outlines major changes 
already legislated and important 

further measures that will be imple- 
mented to improve the tax treatment of 
retirement saving. 


The Honourable Michael H. Wilson 
Minister of Finance 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31761115554065 


Introduction 


Canada’s retirement income system is 
composed of four complementary parts: 


e Old Age Security/Guaranteed Income 
Supplement and provincial supplements 
which provide basic income support for 
the elderly; 


e Canada/Quebec Pension Plan - 
compulsory, earnings-related public 
pensions for all Canadian workers; 


e Public and private sector employee 
pension plans - voluntary and regulated 
by either the federal or provincial 
governments; 


e Other tax-assisted retirement savings 
vehicles such as registered retirement 
savings plans (RRSPs). 


In recent years, social, demographic and 
economic trends have underscored the need 
for change in our pension system. 


Reforming the pension system is a massive 
undertaking. It has required a careful, 
co-ordinated strengthening of each part of 
the system. 


A Comprehensive Action Program 


In seeking to improve our pension system, 
the government holds one principle above 
all others: At the heart of a free and 
democratic society there must be freedom 
for individuals to be self-reliant; to take 
personal decisions about how, and to what 
extent, they want to provide retirement 
income for themselves. 


The government has already made 
considerable headway towards the goal of 
improving our pension system: 


e The government has acted to extend 
eligibility for the spouse’s allowance to 
all widows and widowers aged 60-64 
and has taken steps to improve 
veterans’ pensions; 


e The financing of the Canada Pension 
Plan has been put on a sound basis for 
the longer term and significant 
improvements in benefits will take effect 
January 1, 1987. Improved disability and 
survivor benefits and a flexible 
retirement age are among the 
key changes; 


e The Pension Benefits Standards Act 
(PBSA) which sets minimum standards 
for private pension plans in federal 
jurisdiction has been revised to improve 
the rules for vesting, portability and 
survivor benefits. Changes are effective 
January 1, 1987; and 


e New flexibility has been provided for the 
management of retirement savings in 
RRSPs and registered retirement income 
funds (RRIFs). 


The government is now implementing a 
more equitable system of tax assistance for 
retirement saving. First introduced in the 
May 1985 budget, the system has been 
further improved as a result of extensive 
consultation. 


The new system enhances fairness and 
flexibility for Canadians building retirement 
income security, whether they save for 
retirement through registered pension plans 
(RPPs), RRSPs or any combination of these 
and other pension vehicles. 


The Private Pension System 


For the most part, Canadians save for 
retirement through two types of plans: 
RPPs and RRSPs. 


There are two basic types of registered 
pension plans: defined benefit plans and 
money purchase plans. 


A defined benefit plan promises a certain 
level of pension for each year of service. 
Most Canadian workers who belong to an 
RPP belong to this type of plan. 


A money purchase plan provides whatever 
pension income the accumulated 
contributions and return on investment 

in the plan will buy at retirement. 


Current Tax Treatment 


Prior to 1986, non-members of an RPP 
were permitted to contribute up to $5,500 to 
an RRSP, subject to a 20-per-cent of 
earnings limit. This ceiling provided as little 
as one-third of the pension-building 
capacity available to persons in generous 
defined benefit plans, in which tax 
assistance can be provided up to the 
equivalent of a contribution limit of about 
$15,500 a year. The $5,500 limit has been 
increased for 1986 and 1987 to $7,500 as 
part of the phasing in of a more 

equitable system. 


In the past, contributions by individuals to 
a defined benefit RPP could be deducted 
from taxable income to the limit of $3,500 a 
year, while employers’ contributions were 
entirely tax deductible. As part of the 
transition to the more equitable system 
proposed in May 1985, the limit on 
employee tax-deductible contributions was 
removed beginning with taxation year 1986. 
The maximum pension limits, which define 
the total tax assistance available, will 
remain unchanged. 


Contributions to RRSPs by participants in 
RPPs have been limited to $3,500 minus the 
amount contributed to the RPP during the 
year - with the total not to exceed 20 per 
cent of earnings. This limit continues in 
effect in 1987 during the transition to the 
new system which begins in 1988. 


More Equitable Tax Treatment 


The new system includes: 


e a phased-in system of more equitable, 
comprehensive tax treatment for 
retirement savings, giving all taxpayers 
the same access to tax assistance; 


¢ amore equitable method of calculating 
maximum RRSP contributions for 
members of defined-benefit plans to 
reflect differences in benefit rates among 
such plans; and 


® a seven-year carry-forward provision for 
individuals who do not use their allowed 
RRSP contribution fully in a given year, 
a major improvement in flexibility and 
pension-building capacity. 


In order to phase in the new system of 
calculating RRSP contribution room, the 
contribution limits for employer-sponsored 
plans in 1987 will continue at 1986 levels. 


The phase-in of higher maximum limits for 
tax-assisted retirement savings will begin in 
1988 with a comprehensive contribution 
limit of 18 per cent of earned income to the 
following dollar maximums: 


1988 1989 1990 
$11,500 $13,500 $15,500 


By 1990, the limit will provide tax-assisted 
saving opportunities for members of 
RRSPs, other money purchase plans and 
less-generous defined benefit plans which 
are comparable to those already available to 
members of generous defined benefit 
pension plans. 


RRSP Contribution Limits 


A key feature of the new system will benefit 
most members of defined benefit plans: 
RRSP contribution limits will vary with the 
benefit rate - that is, with the pension- 
building capacity of the plan - to ensure 
equitable access to tax assistance. 


To achieve this new degree of fairness and 
to make it easier for taxpayers to know 
their contribution room, Revenue Canada 
will calculate the RRSP limit for each 
taxpayer, using information provided by 
employers and pension plan sponsors. 
Revenue Canada will work with employers 
in setting up appropriate reporting 
arrangements. A personalized statement of 


available contribution room will be sent to 
each taxpayer before the end of each year, 
beginning in 1988. 


To permit the government to provide this 
important service, allowable RRSP 
contributions will be based on previous 
year earnings. 


RRSP contribution room for all taxpayers 
will be 18 per cent of previous year earnings 
minus a “pension adjustment” amount 
which indicates the proportion of the total 
contribution limit used up by pension 
benefits in the year. 


The 18-per-cent limit was chosen because it 
is the percentage of earnings required to be 
set aside each year to build a pension of 
60 to 70 per cent of income - a level 
appropriate for the tax system to support. 


RRSP dollar limits will lag one year behind 
the comprehensive contribution limits in 


order to accord with the earnings on which 
they are based. 


The dollar limits for RRSP contributions 
will rise as follows: 


1988 1989 1990 1991 


$9,500 $11,500 $13,500 $15,500 


Taxpayers contributing only to RRSPs and 
not earning benefits during the previous 
year under an RPP will have no pension 
adjustment and will be able to contribute 
up to 18 per cent of previous year earnings 
up to the dollar limit. 


For participants in money purchase plans, 
RRSP contribution room will be 18 per cent 
of earned income to the dollar maximum 
minus a pension adjustment amount which 
will simply be the total of the employee and 
employer contributions to the plan in the 
previous year. 


For defined benefit plan members, RRSP 
contribution room will be 18 per cent of 
earned income to the dollar maximum 
minus a pension adjustment amount which 
reflects the benefits accrued in the 
preceding year under the plan. 


The new system effectively addresses 
the basic inequity of the old system: 
tax treatment for retirement saving will 
no longer vary according to pension 
arrangements; all taxpayers will 

have the same scope for building a 
retirement income. 


The new system of tax treatment for 
retirement saving, in combination with new 
vesting and portability provisions under the 
Pension Benefits Standards Act, will ensure 
the fairness and flexibility that employees 
need to build adequate retirement incomes. 


Transfer of Pension Income 
to an RRSP 


Tax-free transfers of pension income to 
RRSPs (in excess of available contribution 
room) will no longer be permitted after 
1989. To assist those now at or near 
retirement, however, there will be a 
transition period to December 31, 1994 in 
which transfers of income from an RPP to 
a spousal RRSP will be permitted up to a 
limit of $6,000 per year. This will assist 
those whose retirement pensions do not 
provide survivor benefits. 


Conclusion 


The improved system of tax treatment for 
retirement savings will treat all taxpayers 

equitably, regardless of their employment 
and pension situations. 


These measures, in combination with 
improved standards under the Pension 
Benefits Standards Act and parallel 
provincial action, will give millions of 
Canadians the opportunity to provide for 
greater financial security in retirement. 


a Department of Finance Ministéere des Finances 
Canada Canada 
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